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SUBJECT: DOWNWARD REVISION OF US 1976 DEFENSE EXPENDITURES 
REPORTED TO NATO 

1 . THE SEMI-ANNUAL INTERNATIONAL STAFF MEMORANDUM, BASIC 
STATISTICAL DATA ON THE DEFENSE EFFORT AND ECONOMIC DE- 
VELOPMENT OF NATO COUNTRIES (ISM(77)6), DATED JULY 25, 

1977) HAS RECENTLY BEEN CIRCULATED (POUCHED WASHINGTON 
JULY 28). WE NOTE THE ISM DATA (REPORTED TO NATO IN US 
SUBMISSION OF STAT/QT/1977/1), SHOWS ACTUAL 1976 US 
DEFENSE EXPENDITURES (NATO DEFINITION) OF $91,013 MILLION. 
CONSIDERABLY BELOW THE EARLIER ESTIMATES OF $99,083 RE- 
PORTED TO NATO IN THE US REPLY TO DPQ(76) AND INCLUDED IN 
THE PREVIOUS SEMI-ANNUAL ISM (ISM(76)10). AS WASHINGTON 
IS AWARE THIS LOWER-THAN-EXPECTED DEFENSE EXPENDITURE, 

COUPLED WITH A HIGHER-THAN-EXPECTED GDP, CAUSES THE 
PERCENT OF GDP GOING TO DEFENSE TO DROP FROM 6.0 IN 1975 
TO 5.4 IN 1976, INSTEAD OF 5.9 FOR 1976 AS EARLIER ESTI- 
MATED. MORE IMPORTANTLY. DEFENSE EXPENDITURES IN REAL 
TERMS. WHICH WE HAD PREVIOUSLY ESTIMATED TO INCREASE BY 
OVER 1 PERCENT, NOW APPEAR TO BE DOWN BY AS MUCH AS 5 
PERCENT (ASSUMING A DEFLATOR OF ROUGHLY 6 PERCENT). 
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2. IN VIEW OF OUR EMPHASIS IN NATO FORA OVER THE PAST 
SEVERAL YEARS ON THE NEED FOR REAL INCREASES IN DEFENSE 
SPENDING AND THE SUBSTANTIAL DOWNWARD REVISION OF 1976 
DEFENSE EXPENDITURE FIGURES, WE ANTICIPATE EARLY ALLIED 
REQUESTS FOR AN EXPLANATION OF THIS CHANGE. IN THIS 
REGARD. WE WOULD APPRECIATE RECEIVING BACKGROUND MATERIAL 
WHICH WE COULD DRAW ON IN EXPLAINING THIS REVISION OF 1976 
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DATE. WE ALSO EXPECT THAT THIS SUBJECT COULD BE A MAJOR 
POINT OF ALLIED INQUIRY DURING THIS FALL’S MULTILATERAL 
REVIEW OF US DEFENSE PLANS. PEREZ 
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